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With the deepening of the economic system reform in our country ， the
enterprises face the increasingly competition. How to survive and grow in the
complex economic environment is the eternal theme for these modern enterprises. In
this theme, the choice of capital structure is one of the key points, relates to the cost of
the money and success of enterprise management. Actually, since 1980s, western
scholars have tried to combine enterprise capital structure and product market
competition. The interaction of product market competition and corporate capital
structure has been studied by a lot of empirical research. But these studies are based
on the sample of western companies, so the existing empirical research conclusions
may not be suitable for our country’s enterprises. Therefore, the research of this paper
focuses on the effect of product market competition on the capital structure of listed
companies in our country. So, this research is meaningful for the optimization of
enterprises’ capital structure and the funds financing system, and has important
theoretical and practical value of improving the allocation efficiency of the capital
markets.
The existing theoretical models that explain the influence of product market
competition on enterprise capital structure, assume that enterprise can freely choose
equity financing or debt financing. Thus, the increasing competition of products
market decreases enterprise’s returns, so the constant opportunity cost of debt will
lead to reduce the size of the debt financing. In fact, this assumption does not accord
with the actual situation the financing environment of China's listed companies. This
paper start from the actual financing environment of China's listed companies, and
review the effect of product market competition on the proportion of debt financing
for the listed companies. The point is that, although product market competition is















Commission’s condition of equity refinancing for listed companies is about return on
assets. So, to maintain the product market competition advantage leads to increasing
the proportion of debt financing. According to this, we put forward a core assumption:
for the listed companies in China, the increasing competition of product market is
likely to increase the proportion of enterprise’s debt financing. Then, the empirical
analysis that based on the data of listed companies in China (1998-2013), taking the
panel data model and dynamic panel data model to control the individual
heterogeneity effect and inertial effect of capital structure, robustly support the idea
that the product market competition intensity will improve the proportion of
enterprise debt financing.
In addition, this article also discussed the influence on the conclusion of the
industry difference and the economic fluctuations. Results show that the effect of
product market competition on the asset-liability ratio of the enterprise is different
across the industries, i.e. in the growth industry, products market competition and the
asset-liability ratio of the enterprise are negative correlated, in the maturity industry
the conclusion is positive, in the declining industry the conclusion is uncertain; in the
various stages of economic fluctuation, the influence of the product market
competition on the asset-liability ratio is also different, in the economic upturn we
can’t capture that the former has a significant effect on the latter, but in the economic
downturn the competition has significant positive influence on the asset-liability ratio;
in the downturn, the intensity of competition and the asset-liability ratio significant
are positive correlation in the cyclical industry, but there is no consistent conclusion
of the non-cyclical industry.
The innovation of this paper lies in: firstly, in the test the effect of the product
market competition on the asset-liability ratio, fully consider the effect of the
unobservable individual characteristic of the enterprises and the inertia of the capital
structure on the robustness of the regression conclusion, using panels data model and















discusses whether the conclusion the impact of product market competition on the
capital structure is different across industries; thirdly, including economic fluctuations
in the study, discusses whether the intensity of the product market competition
impacts debt-financing differently across the various stages of economic fluctuation,
distinguishing the cyclical and non-cyclical industries,
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